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December  13,  1993 

Mr.  Robert  J.  Robinson,  Director 
Montana  Department  of  Health  and 

Environmental  Sciences 
Room  C-108,  Cogswell  Building 
Capitol  Station 
Helena,  Montana   59620 

SUBJECT:   Report  to  Management  on  Superfund  Questioned  Costs. 

Dear  Mr.  Robinson: 

This  is  my  report  on  the  contracted  service  costs  questioned  in 
the  Environmental  Protection  Agency,  Office  of  Inspector 
General's  audit  issued  for  the  period  ended  September  30,  1991. 

This  report  was  prepared  based  on  the  audit  work  completed  on 
contractor  invoices  paid  by  the  Department  between  October  1983 
and  September  1991.   Details  of  the  audit  approach  are  contained 
in  the  text  of  the  report. 

When  this  report  is  final,  it  will  be  submitted  to  EPA  Regional 
Administrator,  Bill  Yellowtail  as  a  resolution  of  the  questioned 
costs. 

Please  contact  me  if  you  have  questions. 

Sincerely, 

Department  of  Health  and 
Environmental  Sciences 


Joe^W^  Lundber c 
Internal  Auditoi 

pc:   Chuck  Stohl 

Steve  Pilcher 
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INTRODUCTION; 


FEDERAL  AUDIT  OF  SUPERFUND  PROGRAM; 

During  June  of  1992,  the  Environmental  Protection 
Agency  (EPA) ,  Office  of  Inspector  General  (OIG)  through 
a  contract  with  an  independent  public  accounting  firm, 
performed  an  audit  of  Superfund  Cooperative  Agreements 
between  the  EPA  and  Montana  Department  of  Health  and 
Environmental  Sciences  (MDHES)  for  the  period  between 
June  27,  1983  and  September  30  1991.   A  schedule  of  the 
cooperative  agreements  included  in  the  audit  and 
related  costs  and  questioned  costs  can  be  found  at  the 
end  of  this  report  as  exhibit  "A" . 

The  audit  questioned  a  total  of  $12,092,730  in  the 
category  of  contracted  services  charged  to  6  of  7 
cooperative  agreements  audited.   Auditors  questioned 
the  costs  because,  in  their  opinion,  MDHES  did  not  have 
adequate  internal  controls  to  ensure  the  costs  billed 
by  contractors  were  actual,  reasonable  and  necessary  in 
relation  to  the  contract  provisions.   EPA  directed  the 
MDHES  to  perform  a  sufficient  review  of  contracted 
service  costs  to  provide  reasonable  assurance  that 
previously  claimed  and  paid  costs  are  in  compliance 
with  all  contract  terms  and  conditions. 


Some  of  the  costs  that  were  included  in  the  total 
questioned  costs  had  already  been  audited  and  accepted 
in  a  prior  audit  for  the  three  year  period  ending 
September  30,  1987.   During  this  audit  period, 
$1,391,408  of  contracted  services  costs  under  the 
Silver  Bow  Creek  cooperative  agreement  were  audited  and 
determined  to  be  allowable  by  the  auditors.   (The  audit 
was  performed  by  KPMG  Peat  Marwick  Main  and  Company 
under  a  contract  with  the  Montana  Legislative  Auditor's 
Office.)   These  costs  were  not  reviewed  in  this  audit. 

Another  audit  of  cooperative  agreements  was  performed 
by  the  EPA  OIG  covering  three  cooperative  agreements 
that  accepted  an  additional  $504,355  of  questioned 
costs.   Again,  these  costs  were  not  reviewed  as  part  of 
this  project. 


APPROACH  AND  SCOPE  OF   WORK; 

The  first  payments  by  the  MDHES  for  Superfund  contracts 
were  made  in  October  of  1983  for  work  related  to  the 
Milltown  Dam  Site.   As  time  progressed,  and  additional 
cooperative  agreements  were  awarded  to  MDHES  and  more 
contracts  were  executed.   Financial  activity  increased. 
All  costs  for  Superfund  were  summarized  in  the  State  of 
Montana's  Statewide  Budget  and  Accounting  System 
(SBAS) . 

We  extracted  all  contracted  service  transactions  for 
each  year  covered  in  the  federal  audit.   Transactions 
are  the  claims  paid  by  state  warrant  which  involved  the 
payment  of  one  or  more  contractor  invoices.   Such 
invoices  may  include  sub-contracted  services  to  a  prime 
contractor.   After  reviewing  the  transaction  listing  we 
established  a  plan  for  sampling  the  transactions. 

Consideration  was  given  to  using  a  random  sample  of  the 
population  of  292  items  (claims  paid)  given  a  95% 
confidence  level  that  the  questioned  costs  were  less 
than  5%.   Using  a  statistical  program  developed  by  the 
Office  of  the  Legislative  Auditor,  to  achieve  the 
desired  confidence  level  we  needed  to  test  52  items  in 
the  population  with  no  errors  detected.   A  error  is 


defined  as  an  invoice  paid  without  supporting 
documentation  for  all  invoiced  costs. 

We  numbered  the  items  in  the  population.   With  the 
assistance  of  a  random  number  generator,  we  selected  52 
items  to  test .   In  the  first  three  invoices  examined, 
errors  were  found  so  an  alternative  sampling  method  was 
needed.   We  used  dollar  volume  to  identify  our  sample. 
All  claims  paid  for  $50,000  or  greater  were  initially- 
reviewed.   The  total  costs  in  the  initial  review  was 
$5,336,252  or  44%  of  all  questioned  costs. 

Using  the  information  attached  to  the  invoices  we 
tested  the  invoices  against  the  requirements  iff  the 
contracts  noting  any  problems  or  additional  information 
needed  to  determine  if  the  costs  were  actually  and 
reasonably  incurred  by  the  contractors. 

After  our  initial  review  was  completed,  we  selected 
invoices  for  various  contractors  and  sub -contractors 
and  requested  full  back-up  document at  ion  for  those 
invoices.   We  visited  the  offices  of  two  prime 
contractors  and  three  sub- contractors  to  physically 
inspect  back-up  documents  supporting  costs  billed  to 
the  DHES.   Particular  attention  was  given  to  the  issues 
noted  during  the  first  review  of  invoices.   ,. 


We  placed  the  largest  effort  to  document  employee  time 
records  and  pay  rates.   Our  general  procedure  involved 
the  review  and  copying  of  time  cards  and  a  review  of 
contractors'  payroll  registers  to  see  that  the  rares 
billed  were  the  actual  rates  paid  to  the  employees. 
Travel  expenses  were  also  reviewed  to  determine 
compliance  with  the  contract  provisions  and  the  costs 
billed  were  actually  incurred  by  the  employees. 

Overhead  rates  billed  were  compared  with  the  rates  in 
the  contracts.   We  also  examined  the  overhead  rates 
documents  that  had  been  approved  by  federal  cognizant 
agencies  to  see  if  those  rates  agreed  with  the  contract 
rates.   Our  work  did  not  involved  an  evaluation  of  the 
actual  rate  calculations.   Accordingly,  we  do  not 
express  opinions  on  the  propriety  of  the  rates  used  by 
contractors . 


OPINION; 


RECORD  RETENTION  REQUIREMENTS: 

The  current  ten  year  record  retention  requirement  was 
not  in  effect  until  1989.   Accordingly,  there  were 
instances  where  back-up  documentation  could  not  be 
located  due  to  the  length  of  the  time  period  since  some 
transactions  had  been  recorded.   In  those  instances,  we 
evaluated  the  amounts  in  relation  to  the  total  costs  of 
the  invoice  to  determine  materiality.   We  also 
considered  the  adequacy  of  other  back-up  documentation 
that  we  had  received.   If  the  amounts  were  immaterial 
or  other  documentation  received  was  of  good  quality, 
the  amounts  billed  for  which  documentation  was  not 
available  were  accepted. 


CHARGES  BY  CONTRACTORS  INVOICED  AND  PAID; 

Based  on  the  invoices  from  contractors  and  sub- 
contractors tested,  we  believe  that  all  costs  billed  to 
the  Super fund  Program  were  actually  incurred,  were 
reasonable  and  necessary  in  all  material  respects  for 
the  work  completed  under  contracts  with  the  DHES.   For 
invoices  not  tested,  nothing  came  to  our  attention  that 
led  us  to  believe  material  costs  billed  and  paid  were 


not  actual,  reasonable  and  necessary.   During  our  audit 
we  noted  some  immaterial  instances  of  non-compliance 
with  contract  provisions  or  otherwise  questionable 
practices  that  will  be  described  in  the  following 
section  of  this  report. 

QUESTIONED  PRACTICES  AND  NON-COMPLIANCE; 

INDIRECT  COST  OVERCHARGE: 

During  our  audit  work,  we  noted  an  instance  where  a 
sub-contractor  to  a  DHES  prime  contractor  over-billed 
the  indirect  costs  by  three  per  cent.   According  to  the 
sub-contract,  the  combined  indirect  costs  (salary 
overhead  and  general  and  administrative  costs)  were  to 
be  charged  at  the  rate  of  91%  of  direct  labor  costs. 
Our  testing  of  the  invoiced  indirect  costs  revealed  the 
sub-contractor  and,  in  turn,  the  prime  contractor  had 
billed  DHES  for  indirect  costs  at  94%  of  direct  labor 
costs.   This  practice  resulted  in  overcharging  DHES 
$654.65  for  indirect  costs  on  the  items  tested. 

There  are  approximately  $150,000  of  unpaid  costs  billed 
by  the  prime  contractor  to  the  MDHES.  These  costs  have 
resulted  from  questioned  indirect  costs  for  a  sub- 


contractor  and  other  direct  costs  of  the  prime 
contractor  that  have  been  disputed  by  the  MDHES. 

The  amount  of  $654.65  is  set  aside  as  to  its 
allowability,  subject  to  the  total  settlement  of  unpaid 
disputed  costs  to  the  prime  contractor.   We  noted  no 
documentation  in  the  files  to  support  indirect  costs  to 
be  billed  at  a  rate  higher  than  91%  of  total  direct 
labor  costs. 

OVERTIME  PREMIUM  CHARGES: 

A  prime  contractor  to  DHES  has  a  policy  of  charging  an 
overtime  premium  factor  on  non-exempt  employees  that 
provide  professional  support  services  to  the  project. 
We  take  exception  to  that  practice  for  several  reasons. 
1) .  It  was  not  reasonable  to  determine  whether  or  not 
hours  were  actually  worked  by  the  employees;  2) .  Under 
the  Federal  Acquisition  Regulations,  FAR  Part  48  Sub- 
part 52.222-2,  overtime  premium  is  allowable,  if 
authorized  in  advance  of  the  contract  signing  or  other 
extenuating  circumstances  exist  such  as  an  emergency  or 
if  the  overtime  worked  would  save  the  government  money. 
We  were  not  able  to  identify  any  of  the  conditions 
referenced  in  the  sections  of  FAR  reference  above  that 
were  pertinent  to  the  work  completed  by  the  contractor. 
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By  using  the  contractor's  combined  payroll  register,  we 
compared  the  difference  in  the  hourly  rates  billed  with 
the  hourly  rates  paid  to  employees  in  our  sample .   Our 
review  revealed  the  fact  that  the  contractor  had  added 
a  3%  overtime  premium  to  the  base  hourly  rates  paid  to 
professional  support  service  employees.   This  practice 
was  confirmed  by  the  contractor  in  a  letter  to  the 
MDHES.   We  calculated  the  overtime  premium  charges  to 
be  $2,078.32  for  the  items  tested. 

We  believe  the  total  costs  of  professional  support 
services  overtime  premium  billed  to  the  MDHES  by  the 
contractor  to  be  immaterial  in  relation  to  the  total 
costs  billed  by  the  contractor.   These  costs  are  being 
set  aside  pending  the  settlement  of  unpaid  costs  to  the 
prime  contractor  as  previously  described  in  this 
report . 

Our  treatment  of  this  issue  appears  to  be  consistent 
with  EPA's  treatment  of  similar  findings  with  the  same 
contractor.   We  have  discussed  this  issue  with  staff 
from  the  OIG  office  for  audits  in  San  Francisco.   They 
also  provided  us  with  documents  from  their  audit  work 
supporting  their  determination. 


BUSINESS  MEAL  EXPENSES; 

One  of  the  prime  contractors  to  the  DHES  has  a  policy 
of  allowing  clients  to  be  billed  for  the  cost  of 
"business  meals" .   These  are  meals  consumed  in 
restaurants  and  in  the  contractor's  offices.   The 
contractor's  philosophy  is,  if  a  meeting  runs  through 
the  time  for  a  meal  break,  there  is  a  more  efficient 
use  of  time  by  allowing  the  cost  of  the  meals  to  be 
charged  to  the  client,  since  the  contractors'  employees 
are  not  charging  for  their  time  and  the  meeting  can 
continue.   The  individuals  involved  were  generally  the 
contractor's  employees. 

We  are  concerned  that  this  practice  allows  employees 
that  are  not  in  travel  status  in  accordance  with  the 
contractor's  policy,  to  get  meals  paid  for  which  is  not 
a  reasonable  and  necessary  cost  to  the  client  under  the 
provisions  of  48  CFR  31.201-3 (b).   During  a  1989  direct 
cost  audit  of  the  contractor,  the  EPA  Inspector  General 
questioned  costs  incurred  for  business  meals  incurred 
by  employees  that  were  not  in  travel  status. 

The  review  of  invoices  in  our  sample  identified  a  total 
of  $3,507.88  in  business  meal  expenses  billed  to  the 
DHES.   It  was  not  reasonable  during  the  course  of  our 
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audit  to  determine  which  employees  were,  or  were  not  in 
travel  status.   We  have  set  aside  the  cost  of  business 
meals  subject  to  the  contractor's  identifying  those 
employees  that  are  considered  to  be  in  travel  status 
according  to  company  policy. 

OBSERVATIONS  MADE  RELATING  TO  CONTRACT  MANAGEMENT; 

The  following  information  is  presented  for  the  purpose  of 
illustrating  the  early  conditions  of  the  Superfund 
contracting  and  sub-contracting  procedures  and  to  emphasize 
the  improvements  noted  during  our  audit  work.   Where  we  feel 
appropriate,  we  will  make  recommendations  based  on  our 
observations  and  conditions  in  the  current  system  of 
contracts  management . 
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CONTRACT  LANGUAGE  AND  INTERNAL  CONTROLS; 

The  first  contracts  issued  under  Superfund  cooperative 
agreements  lacked  sufficient  controls  over  contractors' 
invoices.   Examples  noted  include  no  requirements  for 
the  level  of  detail  required  on  invoices.   We  found 
invoices  that  did  not  list  the  employees'  names,  rates 
of  pay,  or  the  number  of  hours  worked.   The  lack  of 
such  detail  would  not  allow  for  enough  information  to 
enable  project  managers  to  adequately  evaluate  invoices 
to  determine  the  propriety  of  the  charges.   This 
condition  also  made  auditing  the  records  extremely 
difficult. 

This  condition  has  improved  significantly  and  all 
current  contracts  have  standard  invoice  detail 
requirements  that  are  in  all  material  respects  being 
followed.   The  main  issue  in  this  area  is  the  adequacy 
of  support  documentation  required.   Based  on  our  audit 
work,  we  believe  current  support  document  requirements 
are  not  sufficient  to  allow  for  the  adequate  evaluation 
of  invoices . 


12 


RECOMMENDATION  #1 : 

WE  RECOMMEND  THE  DEPARTMENT  IMPLEMENT  A 
REQUIREMENT  FOR  ALL  CONTRACTS,  THAT  AS  A 
MINIMUM,  REQUIRES  TIME  SHEETS  FOR  ALL 
EMPLOYEES  BILLING  TIME  WORKED  DURING  THE 
INVOICE  PERIOD  BE  INCLUDED  WITH  THE  INVOICE. 
TRAVEL  EXPENSE  REPORTS  WITH  APPROPRIATE 
LODGING  RECEIPTS  SHOULD  ALSO  BE  REQUIRED.   WE 
ALSO  RECOMMEND  BACK-UP  BE  PROVIDED  FOR  ALL 
CHARGES  GREATER  THAN  $500.00.   THIS  WOULD 
INCLUDE  EQUIPMENT  RENTALS,  SHIPPING  CHARGES, 
SUPPLY  AND  EQUIPMENT  PURCHASES  AND  SUB- 
CONTRACTOR COSTS. 

SUB -CONTRACTOR  REQUIREMENTS  AND  COMPLIANCE; 

All  requirements  that  are  placed  on  prime 
contractors  should  be  passed  down  to  the  sub- 
contractor.  It  is  the  responsibility  of  the  prime 
contractor  to  ensure  compliance  with  those 
provisions  by  the  sub -contractor.   This  includes 
record  keeping  requirements,  billing  procedures 
and  any  other  specific  provisions  included  in  the 
sub -contracting  agreement.   In  order  for  prime 
contractors  to  determine  if  the  sub- contractors 
are  in  compliance  with  these  requirements,  it  is 
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necessary  for  the  contractor  to  make  periodic 
visits  to  the  offices  of  the  sub-contractors. 

During  our  visits  to  sub- contractors'  offices,  we 
noted  there  had  been  little  if  any  monitoring  of 
the  sub-contracts  by  the  prime  contractor.   In  one 
instance,  we  could  not  perform  any  procedures  on 
the  sub-contractors'  records  because  the 
information  was  in  complete  disarray.   At  the  time 
of  our  visit,  we  could  not  determine  if  the  costs 
had  been  incurred.   There  was  a  lack  of  employee 
time  records  and  little  support  for  travel  and 
other  costs  billed.   To  some  degree,  this  issue 
was  caused  because  of  a  lack  of  record  keeping 
detail  in  the  prime  contract,  however  even  the 
provisions  in  the  prime  contract  were  not  being 
followed  by  the  sub- contractor. 

RECOMMENDATION  #2; 

WE  RECOMMEND  THE  MDHES  REQUIRE  PRIME 
CONTRACTORS  TO  PROVIDE  WRITTEN  EVIDENCE  OF 
MONITORING  SUB - CONTRACTS .   THIS  WILL  PROVIDE 
MDHES  WITH  ASSURANCE  THE  SUB -CONTRACTORS  ARE 
COMPLYING  WITH  CONTRACT  REQUIREMENTS. 
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OTHER  QUESTIONABLE  COSTS; 

Our  review  of  two  travel  expense  items  from  a 
prime  contractor  to  the  DHES  on  the  Milltown  Dam 
cooperative  agreement,  revealed  the  cost  of  two 
airline  tickets  for  which  we  could  not  obtain  an 
adequate  explanation  as  to  the  nature  of  the  trip, 
the  destination,  the  employees  involved  and  other 
corroborative  evidence  such  as  employee  expense 
reports  and  hotel  receipts. 

One  air  fare  charge  involved  the  allocation  of  the 
cost  of  four  tickets  purchased  for  what  appears  to 
be  three  different  individuals.   There  were  two 
tickets  for  $610.00  each  from  United  Airlines  for 
individual  with  the  same  last  name  but  different 
first  initials.   The  ticket  numbers  were 
sequential.   There  were  two  tickets  from  AMTRAK, 
one  for  $338.00  purchased  on  11/30/88  and  another 
ticket  on  AMTRAK  for  $110.00  purchased  on  12/1/88. 
Again,  these  tickets  were  purchased  for 
individuals  with  the  same  last  name  but  different 
first  initials. The  total  cost  of  these  tickets  was 
$1,671.00.   This  cost  was  divided  equally  and 
charged  to  the  MDHES  contract  and  another  client, 
possibly  the  U.  S.  Department  of  Energy.   We 
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determined  this  by  tracing  client  numbers  from  the 
voucher  used  to  distribute  the  cost  with  the 
client  numbers  on  employee  time  sheets. 

Since  we  were  not  able  to  obtain  adequate 
information  concerning  the  propriety  of  the  these 
transportation  costs,  we  are  questioning  $835.50. 
(See  the  Schedule  of  Cost  Exceptions  at  the  end  of 
this  report . ) 

We  identified  another  instance  where  the 
contractor  billed  air  fare  in  the  amount  of 
$267.44.   This  ticket  was  purchased  at  a  travel 
agency  in  Helena,  but  we  were  unable  to  obtain  any 
information  regarding  details  of  the  trip. 
Accordingly,  we  question  $267.44  charged  to  the 
MDHES.   (See  the  Schedule  of  Cost  Exceptions  at 
the  end  of  this  report . ) 

CONTRACTOR  INVOICE  REVIEW  AND  APPROVAL; 

The  individual  project  managers  are  responsible 
for  the  review  and  approval  (or  disapproval)  of 
contractors'  invoices.   During  the  early  years  of 
the  Superfund  Program,  department  policies 
concerning  the  responsibility  for  approval  of 
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contractor  payments  had  not  been  followed.   There 
was  a  lack  of  evidence  that  project  managers  had 
performed  required  reviews  of  invoices  prior  to 
submitting  them  for  payment.   Within  the  last 
year,  the  Department  has  instituted  a  contractor 
invoice  payment  approval  form  that  requires 
project  mangers  to  perform  certain  procedures 
prior  to  approving  invoices .   Such  procedures 
include  comparison  of  labor  rates  approved  in  the 
contract  with  those  invoiced;  compliance  with  the 
application  of  the  overhead  rate  in  the  contract 
and  certification  by  the  contractor  of  the 
correctness  of  the  invoice.   A  copy  of  this  form 
can  be  found  at  the  end  of  this  report  as  exhibit 
"B" . 

AUDIT  REPORT  FINDINGS  AND  RESOLUTION; 

The  Superfund  audit  report  found  the  Department 
lacked  adequate  documented  procedures  for  the 
resolution  of  audit  findings  and  questioned 
costs. In  response  to  this  finding,  the  Department 
has  drafted  procedures  for  responses  to  audit 
findings  and  resolution  of  findings  and  questioned 
costs.   Implementation  of  these  procedures  is 
expected  by  January  1,  1994.   In  our  opinion, 
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these  procedures  will  significantly  improve  the 
audit  resolution  process  and  adequately  address 
the  concerns  addressed  in  the  OIG  report . 
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SUMMARY  AND  CONCLUDING  REMARKS; 

As  part  of  this  review,  project  officers  were  involved 
in  the  direct  examination  of  contractor  and  sub- 
contractor records.   This  was  done  to  provide  those 
managers  with  first-hand  knowledge  of  how  to  access  or 
request  back-up  information  to  answer  questions 
regarding  invoiced  costs.   We  believe  this  experience 
will  strengthen  contract  management  practices  in  the 
future . 

DEPARTMENTAL  CONTRACT  MANAGEMENT  POLICIES: 

The  Department  has  a  policy  manual  that  addresses 
various  aspects  of  general  operating  practices.   This 
manual  contains  policies  that  govern  contract 
management  practices  and  procedures.   We  reviewed  these 
documents  as  part  of  our  overall  evaluation  of  the 
contract  management  system.   These  policies  have  not 
been  updated  since  1988.   We  believe  most  of  the  issues 
addressed  in  this  report  could  have  been  mitigated  if 
the  established  policies  had  been  followed. 
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RECOMMENDATION  #3: 

WE  RECOMMEND  THE  DEPARTMENT  REVIEW  AND 
REVISE  ITS  CONTRACT  MANAGEMENT  POLICIES 
TO  REFLECT  THE  CONCERNS  ADDRESSED  IN 
THIS  REPORT.   SUCH  REVISIONS  SHOULD  BE 
MADE  IN  CONSULTATION  WITH  THE 
DEPARTMENT'S  CONTRACTS  OFFICER  AND 
APPLICABLE  FEDERAL  AND  STATE 
REGULATIONS. 

This  report  is  intended  for  the  use  of  the  United 
States  Environmental  Protection  Agency  and  the  Montana 
Department  of  Health  and  Environmental  Sciences  and 
should  not  be  used  for  any  other  purpose.   This 
restriction  in  not  intended  to  limit  the  distribution 
of  this  report  which  is  a  matter  of  public  record  when 
accepted  by  the  Environmental  Protection  Agency. 


20 


MONTANA  DEPARTMENT  OF  HEALTH  AND  ENVIRONMENTAL  SCIENCES 
SUPERFUND  PROGRAM 
SCHEDULE  OF  COSTS  VERIFIED,  UNVERIFIED  OR  PASSED 


ACTION 


AMOUNT  OF  COSTS 
(1)  REVIEWED  |  (2)  VERIFIED    (3)  UNVERIFIED  I    (4)  PASSED 


INITIAL  INVOICE  REVIEW 

COSTS  FROM  PRIOR  AUDITS 

COSTS  VERIFIED  THROUGH 
j  INSPECTION  OF  CONTRACTORS 
RECORDS 


$5,336,252.00 


$3,044,671.00 


$621 ,097.00 


$1,135,622.00 


$534,862.00 


!  TOTALS 


$5,336,252.001  $3,044,671.00 


(5) 


$621,097.001     $1.670.484.00 


(6) 


(7) 


(8) 


()-  the  numbers  between  these  marks  are  referenced  to  footnotes  on  the  following  page. 
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FOOTNOTES 

(1)  Costs  Reviewed  were  the  costs  examined  in  initial  sample. 
From  that  sample  we  selected  costs  for  further  examination. 

(2)  These  invoiced  costs  were  verified  through  a  physical 
inspection  of  supporting  documents  in  contractors'  offices. 

(3)  These  costs  were  not  verified  generally  because  the  record 
retention  period  had  expired  and  the  documents  had  been 
discarded. 

(4)  These  costs  were  not  reviewed  because  they  had  already  been 
audited  and  accepted,  or  the  cost  catergories  had  attributes 
to  other  costs  we  had  already  audited. 

(5)  The  total  costs  in  the  initial  review  represents  44.1%  of  the 
total  costs  questioned  in  the  O.I.G.  audit. 

(6)  The  costs  verified  at  the  contractors'  office  represents  57% 
of  costs  initially  reviewed  and  25.2%  of  the  total  questioned 
costs. 

(7)  The  unverified  costs  represent  5.1%  of  the  total  questioned 
costs  and  11.6%  of  total  audit  sample  costs  initially 
reviewed. 

(8)  The  costs  passed  represent  13.8%  of  the  total  questioned  costs 
and  31.3%  of  total  audit  sample  costs  initially  reviewed. 
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SCHEDULE  OF  COST  EXCEPTIONS 


Description  of  Condition 

Amount  of  Costs 

Questioned 

Set  Aside 

Invoice  #3,  Task  Order  #2  from  Contractor  #1, 
dated  March  9,  1989,  contained  a  charge  for  air 
fare  in  the  amount  of  $835.50.   We  were  unable  to 
obtain  adequate  information  as  to  the  nature  of 
the  trip,  destination  and  the  propriety  of  the 
amount  billed. 

$835.50 

Invoice  #4,  Task  Order  #2  from  Contractor  #1, 
dated  March  30,  1989,  contained  a  charge  for  air 
fare  purchased  at  Livery  Travel  in  Helena  for 
$267.44.   We  were  not  able  to  obtain  adequate 
information  as  to  the  nature  of  the  trip,  who 
traveled,  the  destination  or  the  propriety  of  the 
charge  to  the  project. 

$267.44 

We  identified  a  compliance  issue  relating  to  a 
subcontract  between  Contractor  #2  and  Health 
Sciences.   The  subcontract  provided  that  salary 
and  general  overhead  were  91%  of  total  direct 
labor  costs.   Our  testing  of  indirect  costs  billed 
by  the  subcontractor  to  Contractor  #2  indicated 
those  costs  were  calculated  at  94%  of  direct  labor 
rather  than  91%.   We  were  unable  to  find  any 
documentation  to  support  the  94%  rate.   The  higher 
rate  resulted  in  an  overcharge  of  $654.65. 

$654.65 

On  the  invoices  from  Contractor  #2  reviewed  during 
our  audit,  Contractor  #2  billed  MDHES  for  business 
meals  expense  in  the  amount  of  $3,507.88.   We  do 
not  believe  those  costs  are  allowable  for  persons 
not  in  travel  status.   We  also  believe  those  costs 
do  not  meet  the  criteria  of  48  CFR  31. 201-3 (b)  as 
reasonable  and  necessary.   The  EPA  Inspector 
General  questioned  business  meal  expenses  during  a 
1989  direct  cost  audit  of  Contractor  #2.   Based  on 
the  provisions  of  federal  cost  principles  and  the 
costs  questioned  by  EPA  auditors,  we  are  setting 
aside  all  business  meal  costs  subject  to 
Contractor  #2  identifying  those  employees  that  are 
considered  to  be  in  travel  status  according  to 
company  policy. 

$3,507.88 

Contractor  #2  has  a  policy  of  charging  a 
percentage  factor  for  overtime  premium  for  its 
non-exempt  personnel.   As  stated  in  the  findings 
section  of  this  report,  we  do  not  believe  these 
costs  are  allowable  as  per  48  CFR  52.222.2.   There 
were  no  conditions  in  the  contract  which  would 
meet  the  criteria  in  the   48  CFR.   Also,  no  prior 
approval  was  given  to  Contractor  #2  by  DHES. 

$2,078.32 
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CONTRACTOR  INVOICE  PAYMENT  APPROVAL 

Thia  document  must  be   attached  to  tha  apaeifiad  invoice  bafora  payment  can  ba 
made. 

INVOICE  #  CONTRACTOR  


CONTRACT  #  Exp.  Data  

TASK  ORDER  #  Exp.  Data  

Start  Date  

PROJECT  TITLE  R.C. 


SDL  #  . P f (Check  one) 

invoice  identified  above  and  attached  to  thia  approval  form  has  been  reviewed  and  ia 
authorized  for  payment  in  the  amount  of  $_ 

project  officer 
monthly  report  and  the  monthly  invoice  are  consistent  in  the  hours  billed  and  services 
IJRFORMED.  (All  aspect*  of  the  invoice  and  monthly  report  conform  with  the  Project  Officer's 
*rst  hand  knowledge  of  what  occurred  and  sufficient  progress  has  been  made  by  the  contractor 
to  support   this  payment.)  YES NO_ 

p^E  SUPPORTING  DOCUMENTATION  MATCHES  THE  BILLING.  (Documentation  is  required  to  attain  the 
level  of  confidence  you  feel  comfortable  with  to  establish  the  billing  is  true  and  reasonable 
r  the   services   you   are   receiving.      Documentation   must   be   in   accordance   with   department 
licy  and  contract   terms.)  YES NO 

jE  BILLING  MATCHES  THE  CONTRACT/TASK  ORDER. 

-Here  goods  purchased  and/or  services  rendered  on  or  after  the  effective  starting  date 
of  the  task  order/contract?  YES NO 

-Were  the  goods/services  received  prior  to  the  expiration  data  of  the  task 
order/contract?  YES NO 

-Are  the  overhead  ratea  (indirect  costs)  charged  on  the  invoice  the  same  aa  the  thoae 
approved  in  the  contract?  YES NO 

-Have  the  subcontractors  been  approved  to  work  on  the  contract/task  order?  (In  some 
cases   this  means   the  subcontract  must  be  approved.)  YES NO 

-Are  the  costs  and  fees  billed  correct?  (Do  the  labor  rates,  equipment  rental  rates, 
mileage  rates,  per  diem  rates,  etc.  agree  with  the  approved  rates  in  the  contract?  Are 
mathematical   calculations  correct?)  YES NO 

-Are  the  amounts  for  costs  and/or  feea  within  the  taak  order  limitations? 

YES NO 


F 


-la  the  invoice  certified  correct  and  aigned  in  accordance  with  the  contract? 

YES NO 


■■OJECT  OFFICER        Approved  Date 


PROGRAM  MANAGER        Approved  Date 

aft.  APPROVALS  SHOULD  BE: 

H  A.  WRITTEN  IN  INK. 

B.  THE  PROJECT  OFFICER'S  FULL  SIGNATURE  MUST  BE  USED. 


C.  THE  EXACT  AMOUNT  BEING  APPROVED  FOR  PAYMENT  SHOULD  BE  HANDWRITTEN  BY  THE  PROJECT  OFFKTER. 

ID.  INCLUDE  DATE  THE  PROJECT  OFFICER  APPROVED  THE  PAYMENT. 

E.  ALL  SUBSEQUENT  APPROVALS  MUST  BE  IN  INK  WITH  FULL  SIGNATURE. 

Reviaed  12/17/92 
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This  document  printed  at  state  expense.  Information  on  the  cost  of  publication  can  be  obtained 
by  writing  to  the  Montana  Department  of  Administration.  Helena.  Montana  59620. 


